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US. Balance of Payments in 1961
THE OVER-ALL DEFICIT in the U.S. bal-
ance of payments was much smaller in the
first half of this year than the large deficits in-
curred in the three preceding years. Smaller
net gold and dollar transfers to foreign
holders reflected an increased trade surplus
and smaller capital outflows than late in
1960.
During the latter part of 1960, concern
over drains on the gold stock and over the
future payments position of the United States
had contributed to exceptionally large out-
flows of capital. The outflows diminished
early this year after the U.S. Government
made clear its determination to defend the
international value of the dollar. Neverthe-
less, outflows of short-term credits and vol-
atile capital remained large and added to
the over-all deficit in the first half of
the year.
A near-record trade surplus in the first
half of 1961 owed much to cyclical condi-
tions favorable to the balance of payments.
Continued strong demands in industrial
countries abroad helped to sustain the high
rate of U.S. exports, while decreased im-
ports reflected a reduced level of industrial
activity in this country. Imports began to
rise again this summer, after expansion in
U.S. economic activity resumed. In part
because of the increase in imports, the over-
all deficit was larger during the summer than
it had been in the spring.
Reasonable equilibrium in the U.S. bal-
ance of payments will be attained when defi-
cits under cyclically unfavorable condi-
tions are by and large offset by payments
surpluses under favorable conditions. Some
progress toward this goal has been achieved
since 1959, but the continued deficit early
this year, at a time when imports were de-
pressed, is indicative of the need for further
adjustments in the balance of payments.
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NOTE.—Three-month centered moving averages of Bureau of
the Census seasonally adjusted monthly data, weighted one-two-
one. Exports exclude shipments under military aid programs.
Latest figures shown, June-July-August average.
Orderly adjustment of payments imbal-
ances both here and abroad may be dis-
rupted by large movements of volatile capi-
tal such as those experienced over the past
year. A number of measures to strengthen
the world payments system against disturb-
ances, including capital flows, are currently
being explored.
1133
Federal Reserve Bulletin: October 19611134 FEDERAL RESERVE BULLETIN • OCTOBER 1961
TRADE SURPLUS
Merchandise exports exceeded imports in
the first half of 1961 by $6 billion at a
seasonally adjusted annual rate. This rate
was the highest in the past decade except for
the months following the Suez crisis and was
more than $1 billion higher than in 1960.
From mid-195 9 to mid-1960 the trade
surplus had been enlarged by a marked ex-
pansion of exports. The still higher trade
surplus in the first half of 1961, however,
resulted mainly from a drop in imports. Ex-
ports leveled off after mid-1960 at an annual
rate of close to $20 billion.
Merchandise exports. The main element
in the leveling off of total exports after mid-
1960 was a cessation of increases in exports
to Europe. By the summer of I960, ship-
ments to Europe had reached an annual rate
of $6 billion and were 50 per cent above
the low in the spring of 1959.
European economic activity has con-
tinued to grow over the past year but the
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NOTE.—Bureau of the Census data, adjusted for seasonal
variation by Federal Reserve. Exclude special category exports
for which details are not available by destination. Adjusted
to exclude in the third quarter of 1959, and to include in the
fourth quarter, shipments accelerated in anticipation of the
port strike in October 1959. Dots indicate July-August rates.
pace of expansion has been slower. Indus-
trial production in June was 6 per cent
above a year earlier compared with a rise of
more than 10 per cent in the preceding 12-
month period. Rapid increases in consumer
incomes have continued, but in many coun-
tries shortages of labor have impeded growth
in output. Rising expenditures to enlarge
and modernize industrial capacity have been
a major underlying force in the European
expansion.
In the latter part of 1960 slower growth
of industrial output in Europe and expan-
sion of productive capacity in steel and other
metals contributed to smaller purchases for
additions to inventories, including purchases
from the United States. By the spring of this
year U.S. exports of metals to Europe had
been reduced 40 per cent from year-earlier
levels. Also, U.S. exports to Europe in mid-
1960 included heavy deliveries of com-
mercial jet aircraft and by this summer a
major part of these deliveries had been com-
pleted. Reduced purchases by Britain ac-
counted for a large part of the decline in
both metals and aircraft; by mid-1961 total
exports to Britain were down nearly 40 per
cent from a year earlier.
Heavy demands for machinery have
helped to sustain total exports to Europe
and have contributed to further expansion
of exports to Japan. Total machinery ex-
ports this summer were 10 per cent above
both those a year earlier and the previous
record rates of 1957. New export orders
for machinery advanced sharply further this
spring, and existing order backlogs point to
further increases in machinery exports.
A recession in Canadian economic ac-
tivity led to declines in exports to that coun-
try beginning in the spring of 1960. Al-
though recovery began in Canada early this
year, U.S. exports to Canada remained low
into the summer. In June the exchange rate
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of the Canadian dollar was allowed to fall
by about 5 per cent, tending to raise prices
of U.S. goods in Canada.
Declines in shipments to Venezuela and
Cuba have reduced exports to Latin
America over the past year. Very large ex-
ports to other nonindustrial countries late
in 1960 and early this year resulted mainly
from heavy shipments of grains to India and
some other countries under Government aid
programs.
Fluctuations in cotton shipments con-
tributed heavily to a dip in total exports this
spring. After a rapid rise until early this
year, cotton exports fell sharply as ship-
ments were delayed pending an increase in
the export subsidy beginning August 1.
Cotton exports since August 1 have been
at a much higher rate than in the spring.
Merchandise imports. Imports fell sharply
late last year by about 10 per cent to an
annual rate of $13.5 billion. The reduction,
accompanying declines in output in this
country, was much larger than in the 1958
recession. Decreases in imports of ma-
terials were roughly comparable to earlier
cyclical experience but, in contrast to 1958,
imports of manufactures also declined last
year, as shown in the chart.
Declines in imports in the early part of
1960 were mainly in steel, after settlement
of the 1959 steel strike, and in automobiles.
Steel imports showed little further change
after mid-1960, but declines then occurred
in a wide range of commodities. Automobile
imports continued to fall until early this year
as inventories of foreign-made cars were re-
duced because of lower sales.
Merchandise imports in the spring of
1961 were less than 2.7 per cent of gross
national product, a smaller ratio than at the
corresponding recession lows in 1954 and
1958. In recent years this ratio has in-
creased during recovery periods, but it ex-
U.S. IMPORTS
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NOTE.—Three-month centered moving averages of Bureau ot
the Census monthly data on imports for consumption, adjusted
for seasonal variation by Federal Reserve. Latest figures shown,
June-July-August average.
ceeded 3 per cent to a significant extent only
in late 1959, when total imports were swol-
len by heavy arrivals of steel and automo-
biles. The ratio rose this summer when im-
ports increased sharply to about $15 billion
at an annual rate.
CURRENT AND LONG-TERM
CAPITAL TRANSACTIONS
The balance on current account, long-term
capital, and Government aid is a measure of
the payments position that is useful in ana-
lyzing developments over the past year.
Movements in this balance reflect gradual
long-run changes as well as large cyclical
swings in demands for goods and investment
capital but exclude, for the most part,
changes in short-term financing and capital
movements of a volatile nature.
In the first half of 1961 the surplus on
current account totaled $5 billion at an an-
nual rate. Besides a trade surplus of $6
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billion, there were net receipts on com-
mercial services of $2.5 billion and net pay-
ments of $2.5 billion on military transac-
tions and of $1 billion on remittances and
pensions. The sum of net outflows of private
long-term capital and of Government aid
less normal debt repayments was about
equal to the current account surplus.














NOTE.—Department of Commerce seasonally adjusted data,
excluding military aid. Excludes subscription of $1,375 million
to International Monetary Fund in second quarter of 19S9.
Net gold and dollar transfers represent foreign gold purchases
( —) from the United States, recorded net increases (—) in
foreign holdings of short-term assets in the United States and
of long-term U.S. Government securities, and beginning in 1961,
changes in holdings by the Exchange Stabilization Fund of
convertible foreign currencies. Beginning with 1960, net gold
and dollar transfers exclude, and U.S. short-term capital in-
cludes, net changes in liabilities to foreigners of nonfinancial
concerns. Latest figures shown, second quarter (preliminary).
The near balance on these transactions,
together with large extraordinary debt re-
payments on U.S. Government loans, re-
sulted in a surplus in the balance on current
account, long-term capital, and Government
aid in the first half of the year. This sur-
plus compares with a deficit of $5 billion
at an annual rate in the first half of 1959.
The change over this period roughly paral-
leled the increase in the trade surplus, as
shown in the chart.
Government economic aid. Net nonmil-
itary Government grants and loans were re-
duced this spring by large advance loan re-
payments, particularly by Germany. Ex-
cluding these special receipts, net outpay-
ments for Government economic aid in the
first half of 1961 were at an annual rate of
$3.2 billion compared with $2.6 billion in
the corresponding period of 1960.
Government aid payments abroad are
now rising again after showing little net
change in the last five years. To a larger
extent than in earlier years, Government
grants and loans must now be used to pur-
chase U.S. goods and services. But to the
extent that increased aid is not accompanied
by increased exports, prospective increases
in these expenditures will add to the adjust-
ments required in other international trans-
actions if equilibrium in the balance of pay-
ments is to be achieved.
Private long-term capital. Net outflows of
U.S. and foreign long-term capital were at
an annual rate of $1.8 billion in the first half
of this year. This rate was about the same as
the average outflows of 1959 and early 1960,
but was lower than in late 1960 when the
total was swollen by a single large direct
investment in Britain.
Early this year there were large repay-
ments on medium-term credits extended by
U.S. banks, and new issues of Canadian and
other foreign securities in this country were
small. On the other hand, outflows of direct
investment capital in the first half of 1961
were considerably larger than a year earlier,
in part because of the continued rise in U.S.
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investments in European manufacturing
activity.
Additions to foreign direct investments in
the United States and net foreign purchases
of U.S. corporate securities totaled nearly
$300 million in the first half of this year.
In the latter part of 1960, there had been
a net movement of foreign funds out of these
investments.
OTHER CAPITAL MOVEMENTS
The over-all deficit in the U.S. balance of
payments as measured by net transfers of
gold and liquid dollar assets to foreigners
would have been at an annual rate of more
than $1.5 billion in the first half of 1961
except for advance repayments received on
Government loans. This rate of deficit con-
trasts with the near balance achieved on
current and long-term capital transactions.
The difference is accounted for by move-
ments of short-term and volatile capital.
In the U.S. balance-of-payments accounts,
most of these capital movements have shown
up as increases in recorded short-term
claims and in the residual category of un-
identified transactions. There is normally
a net outflow of recorded U.S. short-term
capital. Until 1960 this outflow had varied
within fairly narrow limits as conditions in
money and capital markets changed. On the
other hand, unidentified transactions have
usually shown net receipts. Before 1960
these receipts generally counterbalanced re-
corded short-term capital outflows.
In the last half of 1960 recorded short-
term capital outflows increased sharply to
more than $2 billion at an annual rate, while
unidentified transactions resulted in net out-
payments at an annual rate of about $1 bil-
lion. The striking shift from net receipts to
large net payments on unidentified trans-
actions presumably represented unrecorded
outflows of U.S. and foreign capital.
SELECTED PAYMENTS




NOTE.—Department of Commerce seasonally adjusted data.
Net outflows (—) of private U.S. short-term capital Include,
beginning with 1960, net changes in liabilities to foreigners of
nonflnancial concerns. Unidentified transactions in the balance
of payments are the difference between net gold and dollar
transfers and net recorded transactions. Latest figures shown,
first half (preliminary).
Underlying these large capital movements
have been the persistent payments surpluses
of Germany and some other European coun-
tries and the persistent tendencies toward
deficits in the balances of payments of the
United States and the United Kingdom. Out-
flows of capital from the United States late
last year reflected growing concern over the
long-run payments position of the United
States, political and exchange-rate uncertain-
ties, and easier conditions, including lower
interest rates, in U.S. credit and capital mar-
kets, than in a number of countries abroad.
Recorded outflows of short-term capital
from the United States in the last half of
1960 were mainly to Britain and Japan, but
reserve changes of major European coun-
tries indicate that there were also large un-
recorded capital movements to Europe.
Movements of domestic and foreign private
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capital from the United States led to accruals
of dollars to European central banks, many
of which normally hold large proportions of
their international reserves in gold. Declines
in the U.S. gold stock may have stimulated
further capital movements.
Speculative capital flows from the United
States appear to have diminished early this
year after the President pledged the entire
U.S. gold stock, together with other inter-
national resources, to defend the present ex-
change value of the dollar if necessary.
Though smaller than they were in late 1960,
outflows of recorded short-term and unre-
corded capital have remained large in 1961.
Continued large outflows of recorded
short-term capital in the first half of 1961
resulted mainly from further borrowings by
Japan. By midyear, U.S. short-term bank-
ing claims on Japan totaled $1.3 billion and
were $500 million higher than at the end
of 1960. Japanese imports have continued
to rise rapidly this year while exports have
changed little since late 1960. Despite large
borrowings abroad to finance increasing im-
ports, Japanese reserves fell sharply this
summer, and the Japanese authorities took
several measures to restrain domestic de-
mand. These included increases in the dis-
count rate of the Bank of Japan in July and
in September.
In the last half of 1960 inflows of capital
into Britain more than offset a large deficit
in current payments, and British reserves in-
creased. After speculative pressure against
the dollar eased early this year, however,
large amounts of funds moved from Britain
to other European countries, particularly
after the upward revaluations of the German
mark and the Netherlands guilder in March.
British reserves were supported during the
spring by substantial assistance from various
European central banks.
At the end of July the British Government
undertook a comprehensive series of meas-
ures to correct the payments deficit and ob-
tained a large drawing from the International
Monetary Fund. These measures included
higher sales taxes and an increase in the
discount rate of the Bank of England from
5 to 7 per cent. Since then there have been
new flows of funds to Britain. In October
the discount rate was reduced to 6V2 per
cent to help check further capital inflows.
In other European countries, inflows of
capital over the past year supplemented re-
serve increases arising from surpluses in cur-
rent international payments. These inflows
added to domestic liquidity at a time when
the monetary authorities were attempting to
restrain expansion of bank credit and the
money supply in the face of boom condi-
tions. Beginning in the fall of 1960 in-
terest rates were reduced and other measures
were taken in Germany, Switzerland, and
the Netherlands to discourage further in-
flows of capital. In March 1961 Germany
and the Netherlands raised the external
value of their currencies to help reduce the
surpluses in their external transactions.
Uncertainties in foreign exchange markets
continued during the spring and were
heightened this summer by international
political tensions. In recent months cap-
ital has moved out of Germany, and Ger-
man reserves have declined despite a con-
tinued large current surplus in the balance
of payments.
Correction of the underlying imbalances
in international payments should in time
reduce the potential strains on the world
payments system arising from possible large
movements of capital. Meanwhile, how-
ever, volatile capital movements may inter-
fere with orderly readjustments in payments
positions. Even when a greater measure of
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equilibrium in international payments is
achieved, large capital movements may oc-
cur from time to time.
Means of reducing disequilibrium in inter-
national payments and of enabling the world
payments system better to withstand the
effects of large capital movements have been
major topics of international consideration.
A primary purpose of the recently formed
Organization for Economic Cooperation and
Development is to provide a forum enabling
policy formulation in the member countries
to take more adequately into account the
needs of international equilibrium. In
September, at the annual meeting of the
International Monetary Fund, agreement
was reached in principle on arrangements
by which the Fund's resources might be
temporarily augmented, when necessary, to
enable the Fund to meet possible interna-
tional financial strains.
EQUILIBRIUM IN THE
U.S. BALANCE OF PAYMENTS
The near balance on current and long-term
capital transactions in the first half of 1961
resulted from essentially temporary factors.
In particular, the conjunction of strong de-
mands in industrial countries abroad and
reduced demands in this country led to a
near-record trade surplus.
As economic activity expands in this
country and as imports continue to rise in
response to increasing output and incomes,
the over-all deficit in the U.S. balance of
payments is likely to increase. Such an in-
crease, however, would not necessarily mean
a deterioration in the underlying balance-of-
payments position. That position is deter-
mined by the more fundamental longer run
trends in trade and payments around which
the large shorter term swings take place.
U.S. gold reserves are large enough to cover
prospective payments deficits if fluctuations
from year to year are not widely viewed as
fundamental changes and if progress con-
tinues toward ultimate adjustment of the
balance of payments.
Attainment of reasonable equilibrium in
the U.S. balance of payments requires an
enlargement of the U.S. trade surplus and
other current receipts sufficient to cover U.S.
net outpayments for private investment and
for Government aid and expenditures
abroad. Developments since 1959 have
been conducive to the achievement of the
fundamental adjustments in trade and pay-
ments necessary to reach this objective.
Major markets abroad have been expand-
ing, and there have been further relaxations
of restrictions on trade and payments. In
this country prices of many products im-
portant in U.S. foreign trade have been
stable for more than two years; this con-
trasts with sharp increases in earlier years
and compares favorably with recent price
developments in several major competing
countries. In many lines domestic producers
are meeting foreign competition more suc-
cessfully than before.
The adjustments thus far—both in the
United States and in other countries—have
nevertheless been insufficient, as evidenced
by the continued deficit in the U.S. balance
of payments this year. In this country the
need for greater equilibrium in the balance
of payments underlines the importance of
maintaining a high degree of over-all price
stability and of continuing vigorous efforts to
improve the competitive position of U.S.
goods in world markets as economic activity
expands.
Federal Reserve Bulletin: October 1961